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Profile of the Economy

[Source: Office of Macroeconomic Analysis]

Real gross domestic product

The economy expanded at a slower pace in the first
quarter of 2007, as the continued weakness in residential
investment, a deterioration in the net export deficit, and
slower inventory accumulation partly offset continued
strength in consumer spending and a modest rebound in
business investment.

April’s advance estimate of real gross domestic product
(GDP) reported a deceleration of annualized growth to 1.3
percent in the first quarter of 2007, following a 2.5 percent
gain in the fourth quarter of 2006. Over the past four
quarters, the economy has expanded by 2.1 percent. Since
the second quarter of 2003, quarterly growth has averaged
3.4 percent.

Consumer spending rose a relatively robust 3.8 percent at
an annual rate in the first quarter of 2007, slowing somewhat
from the 4.2 percent pace in the fourth quarter. Spending on
nondurable goods and on services contributed a combined
2.1 percentage points to GDP growth. Over the past four
quarters, consumer spending was up 3.4 percent.

A 17.0 percent annualized rate of decline in residential
investment spending in the first quarter marked the fourth
straight negative reading for residential building and reduced
GDP growth by 1.0 percentage point in the first quarter.
Investment in business equipment and software increased by
1.9 percent in the first quarter, only partially retracing the
4.8 percent decline in the fourth quarter. Average growth for
the past four quarters for this volatile series was 4.4 percent.
Nonresidential investment in structures rose 2.1 percent in
the first quarter and was up 9.4 percent over the previous
four quarters. Business inventory investment turned up
slightly as inventory accumulation slowed in the first
quarter, but still subtracted 0.3 percentage point from first
quarter GDP growth.

The net export deficit on trade in goods and services
widened $15.2 billion in real terms in the first quarter, and
subtracted 0.5 percentage point from GDP growth. Real
exports of goods and services declined, falling 1.2 percent,
the first decline in 15 quarters, but came after a 10.6 percent
surge in the fourth quarter. Meanwhile, real imports of goods
and services increased 2.3 percent in the first quarter. Over
the past four quarters, real exports of goods and services
were up 5.5 percent.

Growth in real public sector spending slowed in the first
quarter, up an annualized 0.9 percent after a 3.4 percent rise
in the fourth quarter. The slowdown was largely the result of
a sharp deceleration in federal defense expenditures, which
fell 6.6 percent after rising 12.3 percent in the fourth quarter.
Lower Federal spending subtracted 0.8 percentage point
from GDP growth, while state and local outlays added 0.1
percentage point.

Growth of Real GDP

(Quarterly percent change at annual rate)
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4 PROFILE OF THE ECONOMY

Inflation

Fluctuations in energy prices have been the key factor
behind changes in the overall inflation rate over the past
several months. In the 12 months through April 2007, the
consumer price index (CPI) increased 2.6 percent, slower
than the 3.5 percent rate for the previous 12 months. On a
quarterly basis, inflation has been slowing for some time: the
CPI rose 1.9 percent in the fourth quarter of 2006 and 2.4
percent in the first quarter of 2007, following five
consecutive quarterly increases of between 3.3 percent and
4.0 percent. Inflation has receded despite a recent uptick in
energy prices: in the first quarter of 2007, energy prices rose
3.8 percent, following a 10.1 percent decline in the fourth
quarter. Gasoline prices rose even more rapidly, jumping 4.7
percent in the first quarter following an 18 percent decline in
the fourth quarter of 2006. Food prices have also increased,
rising 1.3 percent in the first quarter of 2007 after a more

Consumer Prices
(Percent change from a year earlier)

modest 0.5 percent increase in the fourth quarter. The core
consumer price index (which excludes food and energy) rose
2.3 percent in the 12 months through April 2007, matching
the increase of a year earlier. Over the last 6 months
(through April 2007), though, core inflation was 2.0 percent.
Broad declines in energy prices also contributed to a
slower rise in the producer price index (PPI) for finished
goods, which was up 3.2 percent in the 12 months through
April 2007. Prices were up 4.1 percent in the previous 12
month period. On a quarter-over-quarter basis, finished
energy goods at the producer level declined 4.7 percent in
the fourth quarter of 2006 and 1.1 percent in the first quarter
of 2007, after increases of roughly 10 percent to 22 percent
in each of the previous 10 quarters. The core PPI (finished
goods less food and energy) was unchanged in April (for the
second straight month) and rose 1.5 percent over the last 12
months, matching its year-earlier increase.

Producer Prices - Finished Goods
(Percent change from a year earlier)
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PROFILE OF THE ECONOMY 5

Employment and unemployment

The labor market finished 2006 on a strong note, and
continued to be solid in the first four months of 2007.
Payroll job gains slowed but the unemployment rate is low
and workers have achieved solid gains in real hourly
earnings.

Nonfarm payroll employment increased a modest 88,000
in April, and data revisions trimmed job counts in the
previous 2 months. Average job growth in March and April
was about 133,000. Employment increased by more than 2.2
million in 2006, an average of 187,000 per month. Since
employment hit its low point in August 2003, the economy
has generated 7.9 million jobs. Following its standard
practice, the Bureau of Labor Statistics incorporated its
annual benchmark revision to payroll employment data in
early February. The revision, which reflects more complete
estimates of payrolls using unemployment insurance tax
records, increased the employment level for March 2006 by
about 750,000.

The service sector has been the source of most job gains.
Professional and business services and leisure and
hospitality each posted employment increases in the range of
about 23,000 in April, but that was down from gains of more
than 35,000 per month in the first quarter of 2007. Payrolls
in education and health services rose 53,000 in April,
improving on the first quarter’s monthly average of 41,000.
Employment in these three sectors rose by more than 1.4
million in 2006, or nearly two-thirds of the total net jobs
created during the year. After shedding more than 40,000

Unemployment Rate
(Percent)
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jobs in 2006, retail employment is up 27,000 in the first 4
months of 2007.

Goods-producing industries have been affected by the
housing slowdown and the downshift in automobile
production. Construction employment fell 11,000 in April
after losing 8,000 jobs in the first quarter of 2007 compared
to the fourth quarter of 2006. Since peaking in February
2006, employment in residential specialty trade contractors
has declined by more than 120,000, a trend directly related
to the housing slowdown. Although the decline had been
partly offset by gains in nonresidential specialty trade
contractor employment earlier this year, more jobs were lost
by the nonresidential group than by the residential group in
April. Manufacturing employment fell by 19,000 in April,
and is down 55,000 so far this year. The factory sector lost
78,000 jobs in 2006.

The unemployment rate edged up from 4.4 to 4.5 percent
in April, but remains close to a 5-1/2 year low of 4.4 percent.
The labor force participation rate (the share of the
noninstitutionalized population over 15 years old in the labor
force) ended 2006 at a 3-1/2 year high of 66.4 percent, and
has since ticked down to 66.0 percent as of April.

The average workweek edged down from 33.9 hours to
33.8 hours in March causing aggregate production worker
hours to decline 0.1 percent. Nominal average hourly
earnings increased 0.2 percent in April and were up 3.7
percent from a year earlier. Adjusting for inflation, real
earnings were up 1.3 percent from a year earlier in March
(latest data available).

Payroll Employment
Average monthly’change in thousands

fromend of quarter to end of quarter)
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6 PROFILE OF THE ECONOMY

Real disposable personal income and
consumer spending

Personal income and outlays experienced strong growth
in the first quarter of 2007 relative to the final three quarters
of 2006. Nominal personal income surged 9.2 percent at an
annual rate in the first quarter of 2007, following growth of
4.7 percent, 5.0 percent, and 3.2 percent in the previous three
quarters, respectively. Wages and salaries, accounting for
more than 50 percent of personal income, rose at a
9.5 percent annual rate in the first quarter, following a gain
of 5.7 percent in the fourth quarter. The outsized first-quarter
gain was driven by bonuses and exercised stock options,
which are counted as wage income in the national accounts.
The Federal pay raise, which usually occurs in the first
quarter, also contributed.

Growth of personal income receipts on assets jumped to
9.3 percent at an annual rate after slowing to 1.9 percent
during the fourth quarter. Growth of personal interest
income increased at a 6.9 percent annual pace after declining
4.9 percent in the fourth quarter. Rental income growth in
the first quarter slowed to 15.2 percent at an annual rate
from 26.9 percent in the fourth quarter and 44.6 percent in
the third quarter.

Real disposable (after-tax) income rose 4.5 percent at an
annual rate in the first quarter following a 5.3 percent gain in
the fourth quarter and a 3.2 percent increase in the third
quarter. Real personal consumption expenditures increased
at a 3.8 percent annual pace, 0.4 percentage points slower
than the fourth quarter growth rate. The personal saving rate
(personal saving as a percentage of disposable personal
income) crept up 0.2 percentage point to -1.0 percent in the
first quarter from -1.2 percent in the fourth quarter.
Consumer spending has been larger than personal disposable
income since the second quarter of 2005.

Industrial production and capacity
utilization

Industrial production from factories, mines, and utilities
increased 0.9 percent at an annual rate in the first quarter of
2007, after declining at a 1.5 percent pace in the fourth
quarter of 2006. Over the 12 months ending in April, output
increased 1.9 percent. On an annual basis, industrial
production grew 3.9 percent in 2006, the fastest rate since
2000.

Manufacturing production, which accounts for about 82
percent of all industrial output, also rose 0.9 percent at an
annual rate in the first quarter of 2007, after falling 1.7
percent in the fourth quarter of 2006. In the 12 months
through April, manufacturing production increased 1.9
percent. Output of high-technology goods (computers,
communications equipment, and semiconductors) grew by
10.2 percent at an annual rate, decelerating from the fourth
quarter’s 24.7 percent pace. Production of motor vehicles
and parts fell 8.0 percent at an annual rate in the first quarter
of 2007, its third straight quarterly decline. In the 12 months
through April, output of motor vehicles and parts was down
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1.9 percent. Apart from automobiles, manufacturing output
increased at a 1.6 percent annual rate in the first quarter of
2007, reflecting a surge late in the quarter in high-
technology output as well as output of nonmetallic mineral
products.

Utilities output, accounting for roughly 9.5 percent of
total industrial output, rose 3.7 percent at an annual rate in
the first quarter of 2007 (following a revised 3.6 percent
decline in the fourth quarter of 2006). Weather is usually a
factor in this sector, and unseasonable weather in quarters
often causes sharp swings in output from 1 month or quarter
to the next. Output at mines (the remaining 10 percent of
industrial output) fell 3.0 percent in the first quarter of 2007,
following a 3.0 percent gain in the fourth quarter. In the 12
months through April 2007, output at utilities rose 2.5
percent and mining output grew 0.8 percent.

The capacity utilization rate for the industrial sector
edged down to 81.3 percent in the first quarter of 2007 from
81.5 percent in the fourth quarter. Capacity utilization has
trended higher over the past 2 years or so; in the first quarter
it was still above its long-term average of 81.0 percent.
Capacity utilization ranged between 82 and 85 percent from
1994 through 1999. In manufacturing, capacity utilization
was 79.8 percent in the first quarter of 2007, down from 80.1
percent in the fourth quarter, but it remains above its long-
term average of 79.8 percent. Utilization in the high-
technology industries fell 1.7 percent points to 78.0 percent
in the first quarter of 2007 from 79.7 percent in the fourth,
returning to its long-term average of 78.0 percent.

Nonfarm productivity and unit labor costs

Productivity growth leveled off during the first quarter of
2007, according to preliminary data, after picking up a bit at
the end of last year. Productivity in the nonfarm business
sector grew at an annual rate of 1.7 percent in the first
quarter following an acceleration to 2.1 percent in the fourth
quarter. Growth in output (1.4 percent) outpaced a decline in
hours worked (-0.3 percent) in the first quarter of 2007. For
2006 as a whole, productivity increased 1.6 percent. That is
slower than the 2.1 percent increase registered over the four
quarters of 2005. Still, the longer-term trend of productivity
growth appears strong. Since the business cycle peak in the
first quarter of 2001, productivity has grown at an annual
rate of 2.8 percent, accelerating from the 2.5 percent rate
during the preceding 5-year period.

Hourly compensation costs in the nonfarm business
sector rose 2.3 percent at an annual rate in the first quarter,
slowing notably from the fourth quarter’s 8.5 percent surge
but in line with the 2.4 percent pace over the most recent
four quarters. In real terms, hourly compensation was
unchanged over the most recent four quarters.

An alternative measure from the Bureau of Labor
Statistics, the employment cost index, shows that nominal
compensation rose 3.5 percent in the 12 months through
March 2007, the fastest rate of increase since the first quarter
of 2005. The employment cost index shows data on the two
main components of compensation — wages and salaries and



PROFILE OF THE ECONOMY 7

benefits. Wages and salaries for all civilian workers were up
3.6 percent through March 2007 from a year earlier, while
benefits were up 3.1 percent over the same period. Although
the growth in benefit costs has slowed over the past 2 years,
benefits have generally accounted for a disproportionate
share of overall compensation gains.

Unit labor costs, which represent the interaction of
productivity and compensation, increased 0.6 percent at an
annual rate in the first quarter, slowing significantly from the
fourth quarter’s 6.2 percent jump. These costs were up just
1.3 percent over the latest four quarters. The growth of unit
labor costs has been erratic in recent years, but the first
quarter’s rate was the slowest since the second quarter of
2005.

Productivity in the manufacturing sector rose 2.7 percent
at an annual rate in the first quarter and was up 3.6 percent
over the most recent four quarters. Over the past 5 years,
productivity has grown at a 4.2 percent annual rate, slowing
from the 4.6 percent pace of the previous 5-year period.
Hourly compensation costs in manufacturing were up 5.5
percent at an annual rate in the first quarter but were up just
1.5 percent over the most recent four quarters. Factory unit
labor costs increased 2.7 percent at an annual rate in the first
quarter and have declined 2.0 percent over the past four
quarters.

International transactions

The U.S. current account balance improved in the fourth
quarter of 2006, narrowing by $134 billion to $783 billion at
an annual rate (5.8 percent of GDP) from nearly $918 billion
(6.9 percent of GDP) in the third quarter. The merchandise
trade deficit fell sharply in the fourth quarter, accounting for
more than half of the improvement. A swing in the balance
on income (the difference between income receipts on U.S.
assets abroad and income payments on foreign assets in the
United States) also played a role. After four straight quarters
in deficit, the income balance shifted back into surplus — a
more normal state of affairs for this component of the
current account. Finally, the surplus on trade in services rose
in the fourth quarter and net unilateral transfers to foreigners
declined. Despite the end-of-the-year improvement, the
current account deficit reached a new high in 20086, rising by
$65 billion to $857 billion. As a share of GDP, however, the
current account edged up just 0.1 percentage point to 6.5
percent.

The current account is matched by offsetting transactions
in the capital and financial accounts, with any differences in
the recorded flows listed as a statistical discrepancy. Net
capital account transactions, which mainly consist of debt
forgiveness and wealth transfers associated with

immigration, amounted to an outflow of $2.4 billion at an
annual rate in the fourth quarter, up from $2.2 billion in the
prior quarter. For the entire year, net capital account
payments totaled $3.9 billion, down from $4.4 billion in
2005.

Financial flows into and out of the United States slowed,
on net, in the final quarter of 2006 to $658 billion at an
annual rate from $919 billion in the third quarter. Net
foreign purchases of U.S. assets moderated by $159 billion
to $1.7 trillion. Slower growth of foreign direct investment
in the United States and foreign purchases of U.S. stocks and
federally-sponsored agency bonds accounted for part of the
pullback. Those developments were partly offset by a shift
in U.S. Treasury securities transactions from net sales in the
third quarter to net acquisitions in the fourth quarter. The
deceleration in foreign expenditures for U.S. assets more
than offset a $101 billion pickup in net outflows for U.S.-
owned assets abroad to $1.0 trillion. Net financial inflows
for the four quarters of 2006 totaled $719 billion, down from
an all-time high of $785 billion in 2005.

Exchange rate of the dollar

The value of the U.S. dollar compared to the currencies
of America’s key trading partners edged upward in the first
quarter of 2007 after declining in the fourth quarter of 2006.
The nominal exchange value of the dollar (relative to a
broad index covering the currencies of 26 important US
trading partners) appreciated 1.3 percent during the first
quarter of 2007. In March, the dollar settled at its lowest
nominal level in about 10 years. Since peaking in February
2002, the U.S. currency as measured by this broad index has
depreciated by close to 18 percent.

The aggregate decline since 2002 mainly reflected dollar
weakness against the currencies of seven major trading
partners, including the euro area countries, Japan, Canada,
the United Kingdom, Australia, Sweden, and Switzerland.
Between February 2002 and December 2006, the exchange
rate of the dollar compared to an index of these currencies
fell by nearly 28 percent. Over this period, the dollar was
down by 34 percent against the euro and by 12 percent
against the yen.

The dollar generally showed much less movement with
respect to the currencies of the other 19 important trading
partners  (including Mexico, China, and India). It
strengthened somewhat from February 2002 through the first
half of 2004, but since then, the dollar has depreciated
against this index by about 8 percent. In December 2006, the
dollar was 3.6 percent lower against this basket of currencies
than at the February 2002 peak.
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Interest rates

At its most recent meeting in May 2007, the Federal
Open Market Committee (FOMC)-the Federal Reserve’s
policy-making arm-maintained the Federal funds target
interest rate (the rate that banks and other financial
institutions charge each other for overnight loans) at 5.25
percent, where it has stood since late June 2006. The Federal
Reserve has paused in the seven most recent meetings,
following 17 straight hikes of 25 basis points each in the
current cycle of monetary tightening which began in late
June 2004. Before that, the FOMC had held the Federal
funds target rate constant at 1 percent for one year. The
funds target in May 2007 was at its highest level since
March 2001.

In the Treasury market, the 3-month Treasury bill rate
stood at 4.8 percent in early May 2007, and had risen by
about 200 basis points over the past 2 years. The 10-year
Treasury note rate had moved little as short rates rose during
2004 and 2005, but then moved significantly higher starting
in early 2006. At about 5.2 percent as of early June 2006, the
rate was about 145 basis points above its level in early 2004.
Relative to that recent peak, the rate has trended lower, and
has been consistently below 5 percent since August 2006.
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This year the rate has fluctuated in a narrow range and was
4.6 percent as of early May.

Mortgage interest rates have generally followed
movements of the 10-year Treasury rate, trending up since
mid-2005, and moving decisively higher through the first
half of 2006. In early July 2006, the rate for a 30-year fixed
rate mortgage reached 6.8 percent, its highest level in over 4
years. During the latter half of 2006, the mortgage rate
generally declined in tandem with the 10-year Treasury rate
to about 6.1 percent in December. After rising to 6.3 percent
in early February, the rate has trended lower again, and
stood at about 6.1 percent in early May.

Corporate bond yields have also generally followed
movements in long-term Treasury yields. Moody’s seasoned
Baa yield moved higher earlier last year, reaching a recent
peak of 6.9 percent in late June 2006, but during the latter
half of 2006 and early 2007, it retreated, trading between 6.1
percent and 6.5 percent. Since then, the yield has fluctuated
in a 20 basis point range and was 6.3 percent in early May.
The spread between the Baa yield and the 10-year Treasury
yield, a measure of investor risk appetite, has remained
essentially unchanged through much of 2005 and 2006. This
spread had widened to as much as 4.0 percentage points in
October 2002, but over the past several months, has
remained quite stable at roughly 1.7 percentage points.

Long-term Interest Rates
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Housing

Housing activity remained sluggish in the first quarter of
2007. Housing starts and permits continued to decline, but
housing affordability increased for the second consecutive
quarter, caused in part by smaller price increases and low
mortgage rates. Sales of new single-family homes dropped
sharply, but the homeownership rate remained close to
record levels.

Housing starts fell to a 1.474 million unit pace in the first
quarter from a 1.559 million rate in the fourth quarter of
2006. This was well below a three-decade high of 2.123
million the first quarter. Real residential investment declined
17.0 percent at an annual rate in the first quarter, following a
19.8 percent decline in the fourth quarter. Residential
investment, a key component of GDP, declined for the sixth
straight quarter, subtracting 1.0 percentage points from real
GDP in the first quarter. Housing permits signal continued
slow growth. The number of permits issued for future
construction was at a 1.556 million annual rate in the first
quarter, the slowest quarterly rate since the third quarter of
2000.

Measures of consumer homebuying attitudes and home
builder sentiment improved in the first quarter, but more
recent data does not clearly show an end to the slowdown.
The National Association of Home Builder’s housing market
index rose 3.0 points from December to March. The net gain
for the Michigan survey of consumer sentiment’s
homebuying conditions was 5.0 points in the first quarter,
down from 16 points in the fourth. The housing market
index retraced all of its first quarter gain in April, and the
Michigan survey’s homebuying conditions inched up just
1.0 point, leaving doubt about whether the market has
reached a trough.

Sales of new single-family homes plummeted
13.7 percent at an annual rate in the first quarter to a 0.856
million unit pace from a 0.992 million unit pace in the fourth
quarter. This was the largest quarterly drop since the third
quarter of 1981, and the weakest unit rise in nearly 7 years.
However, resales of existing single-family homes,
accounting for nearly 85 percent of all one-family home
sales, fared better in the first quarter, rising 2.2 percent at an
annual rate to a 5.623 million unit rate. The homeownership
rate slipped by 0.1 percentage points to 68.6 percent in the
first quarter but remains at a historically high level, just
0.7 percent below its peak in the spring of 2004. Slowing

home price appreciation should help the homeownership rate
stay high. The median sales price of existing single-family
homes dropped 3.1 percent to $212,000 in the first quarter,
compared to $219,000 in the fourth.

Mortgage interest rates remained near their fourth-
quarter level during the first quarter of 2007 and have been
relatively flat so far in the second quarter. The average rate
on a 30-year conventional mortgage slipped from
6.25 percent in the fourth to 6.22 percent in the first, and
below the 6.56 percent rate in the third quarter of 2006. In
April the rate averaged 6.18 percent, 33 basis points lower
than the 30-year mortgage rate in April 2006 and below the
7.5 percent average posted in the second half of the 1990s.
The low mortgage interest rate, along with flat or falling
housing prices, should continue to make homes more
affordable in the coming months. The National Association
of Realtors’ housing affordability index rose to 114.7
percent in March from a reading of 109.2 percent in
December, well above the 2006 average of 106.2 percent.

Federal budget

Budget results for the first 7 months of fiscal year 2007
show the Federal deficit narrowed to $81 billion, an
improvement of roughly $103 billion compared with the
same months of fiscal year 2006. Receipts rose $152 billion
or 11.2 percent through 7 months of the fiscal year versus
last year. Part of the strength in receipts was due to a faster
processing of returns, which moved receipts that would
normally be counted in May into the April data. Corporate
income taxes were also strong, bolstered by strong growth in
corporate profits.

Outlays increased by $4.4 billion, or 3.2 percent in the
first 7 months of fiscal year 2007. The largest increase in
outlays was for Medicare, with expenditures up about $32
billion or roughly 17 percent compared with the first seven
months of fiscal year 2006 (the prescription drug benefit
started in January 2006 contributed $30.1 billion to the
increase). Net outlays for national defense increased by $21
billion through the first seven months of the fiscal year
compared to the same 7 months of fiscal year 2006, or about
7 percent. Net interest expenses increased by $6.6 billion or
5.2 percent from fiscal year 2006 due in part to higher short-
term interest rates.
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Net national saving and investment

Net national saving has been on a downward trend since
the 1960s, in part due to declining private saving but also
reflecting the growth of Federal government budget deficits
since the 1970s. Over this period, net national saving as a
share of net national product (NNP) declined from an
average of 12.2 percent in the 60s to a slim 0.1 percent in
2005. In 2006, however, the net national saving rate
rebounded to 2.2 percent.

The increase recorded in 2006 was mainly due to an
improvement in the Federal government’s fiscal situation.
As a share of NNP, the Federal budget deficit narrowed to
1.3 percent from 2.8 percent in 2005. State and local
governments posted a small surplus in 2006, but as a share
of NNP the state and local fiscal balance was negligible for a
second straight year. Altogether, government deficits as a
share of NNP amounted to 1.3 percent in 2006, a notable
improvement compared to 2.9 percent in 2005 and a recent
high of 4.1 percent in 2003.

Private saving (of households and businesses) rose to 3.5
percent of NNP in 2006 from 2.9 percent in 2005. The
increase reflected a jump in the corporate saving rate to
4.3 percent from an average of 3.3 percent in the prior 4
years. Personal saving as a share of NNP has been on the
decline since the early 1980s and turned negative in 2005 for
the first time since the 1930s, dipping to -0.3 percent. This
downward trend continued in 2006, with the ratio of
personal saving to NNP falling to -0.9 percent.

Net domestic investment was equivalent to 9.1 percent of
NNP in 2006. That was up from 7.8 percent in 2005. The
increase was mostly accounted for by a pickup in private
industry outlays for structures, equipment and software, and
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inventory, which rose to 7.7 percent of NNP in 2006. Net
private domestic investment was around 6-1/2 percent of
NNP in each of the prior 2 calendar years. A growing
portion of domestic investment has been financed from
abroad in recent years. In 2006, foreign inflows were
equivalent to 6.9 percent of NNP. That was up from around
1-1/2 percent of NNP in the mid 1990s.

Net National Saving
(Saving as a percent of NNP)
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INTRODUCTION: Federal Fiscal Operations

Budget authority usually takes the form of appropriations
that allow obligations to be incurred and payments to be
made. Reappropriations are Congressional actions that
extend the availability of unobligated amounts that have
expired or would otherwise expire. These are counted as
new budget authority in the fiscal year of the legislation in
which the reappropriation act is included, regardless of when
the amounts were originally appropriated or when they
would otherwise lapse.

Obligations generally are liquidated by the issuance of
checks or the disbursement of cash—outlays. Obligations
may also be liquidated (and outlays recorded) by the accrual
of interest on public issues of Treasury debt securities
(including an increase in redemption value of bonds
outstanding); or by the issuance of bonds, debentures, notes,
monetary credits, or electronic payments.

Refunds of collections generally are treated as reductions
of collections, whereas payments for earned-income tax
credits in excess of tax liabilities are treated as outlays.
Outlays during a fiscal year may be for payment of
obligations incurred in prior years or in the same year.
Outlays, therefore, flow in part from unexpended balances of
prior year budget authority and from budget authority
provided for the year in which the money is spent. Total
outlays include both budget and off-budget outlays and are
stated net of offsetting collections.

Receipts are reported in the tables as either budget
receipts or offsetting collections. They are collections from
the public, excluding receipts offset against outlays. These,
also called governmental receipts, consist mainly of tax
receipts (including social insurance taxes), receipts from
court fines, certain licenses, and deposits of earnings by the
Federal Reserve system. Refunds of receipts are treated as
deductions from gross receipts. Total Government receipts
are compared with total outlays in calculating the budget
surplus or deficit.

Offsetting collections from other Government accounts
or the public are of a business-type or market-oriented
nature. They are classified as either collections credited to
appropriations or fund accounts, or offsetting receipts (i.e.,
amounts deposited in receipt accounts). The former normally
can be used without an appropriation act by Congress. These
occur in two instances: (1) when authorized by law, amounts
collected for materials or services are treated as
reimbursements to appropriations. For accounting purposes,
earned reimbursements are also known as revenues. These
offsetting collections are netted against gross outlays in
determining net outlays from such appropriations; and (2) in
the three types of revolving funds (public enterprise,
intragovernmental, and trust); offsetting collections are
netted against spending, and outlays are reported as the net
amount.

Offsetting receipts in receipt accounts cannot be used
without appropriation. They are subdivided into three
categories: (1) proprietary receipts, or collections from the
public, offset against outlays by agency and by function; (2)
intragovernmental transactions, or payments into receipt
accounts from governmental appropriation or fund accounts.
They finance operations within and between Government
agencies and are credited with collections from other
Government accounts; and (3) offsetting governmental
receipts that include foreign cash contributions.

Intrabudgetary transactions are subdivided into three
categories: (1) interfund transactions—payments are from
one fund group (either Federal funds or trust funds) to a
receipt account in the other fund group; (2) Federal intrafund
transactions—payments and receipts both occur within the
Federal fund group; and (3) trust intrafund transactions—
payments and receipts both occur within the trust fund
group.

Offsetting receipts are generally deducted from budget
authority and outlays by function, subfunction, or agency.
There are four types of receipts, however, that are deducted
from budget totals as undistributed offsetting receipts. They
are: (1) agencies’ payments (including payments by off-
budget Federal entities) as employers into employees’
retirement funds; (2) interest received by trust funds; (3)
rents and royalties on the Outer Continental Shelf lands; and
(4) other interest (i.e., that collected on Outer Continental
Shelf money in deposit funds when such money is
transferred into the budget).

The Government has used the unified budget concept set
forth in the “Report of the President’s Commission on
Budget Concepts” as a foundation for its budgetary analysis
and presentation since 1969. The concept calls for the
budget to include all of the Government’s fiscal transactions
with the public. Since 1971, however, various laws have
been enacted removing several Federal entities from (or
creating them outside of) the budget. Other laws have moved
certain off-budget Federal entities onto the budget. Under
current law, the off-budget Federal entities consist of the two
Social Security trust funds, Federal Old-Age and Survivors
Insurance and the Federal Disability Insurance Trust Fund,
and the Postal Service.

Although an off-budget Federal entity’s receipts, outlays,
and surplus or deficit ordinarily are not subject to targets set
by the Congressional resolution, the Balanced Budget and
Emergency Deficit Control Act of 1985 [commonly known
as the Gramm-Rudman-Hollings Act as amended by the
Budget Enforcement Act of 1990 (2 United States Code 900-
922)] included off-budget surplus or deficit in calculating
deficit targets under that act and in calculating excess deficit.
Partly for this reason, attention has focused on both on- and
off-budget receipts, outlays and deficit of the Government.
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Tables FFO-1, FFO-2, and FFO-3 are published
quarterly and cover 5 years of data, estimates for 2 years,
detail for 13 months, and fiscal year-to-date data. They
provide a summary of data relating to Federal fiscal
operations reported by Federal entities and disbursing
officers, and daily reports from the FRBs. They also detail
accounting transactions affecting receipts and outlays of the
Government and off-budget Federal entities and their related
effect on assets and liabilities of the Government. Data are
derived from the “Monthly Treasury Statement of Receipts
and Outlays of the United States Government.”

e Table FFO-1 summarizes the amount of total
receipts, outlays, and surplus or deficit, as well as
transactions in Federal securities, monetary assets, and
balances in Treasury operating cash.

e Table FFO-2 includes on- and off-budget receipts
by source. Amounts represent income taxes, social insurance
taxes, net contributions for other insurance and retirement,
excise taxes, estate and gift taxes, customs duties, and net
miscellaneous receipts.

e Table FFO-3 details on- and off-budget outlays by
agency.

e Table FFO-4 summarizes on- and off-budget
receipts by source and outlays by function as reported to
each major fund group classification for the current fiscal
year to date and prior fiscal year to date.

e Table FFO-5 summarizes internal revenue receipts
by states and by type of tax. Amounts reported are
collections made in a fiscal year. They span several tax
liability years because they consist of prepayments
(estimated tax payments and taxes withheld by employers
for individual income and Social Security taxes), payments
made with tax returns and subsequent payments made after
tax returns are due or are filed (that is, payments with
delinquent returns or on delinquent accounts).

Amounts are reported based on the primary filing
address provided by each taxpayer or reporting entity. For
multistate corporations, the address may reflect only the
district where such a corporation reported its taxes from a
principal office rather than other districts where income was
earned or where individual income and Social Security taxes
were withheld. In addition, an individual may reside in one
district and work in another.

e Table FFO-6 includes customs collection of duties,
taxes, and fees by districts and ports.

Budget Results and Financing of the U.S. Government
and Second-Quarter Receipts by Source

[Source: Office of Tax Analysis, Office of Tax Policy]

Second-Quarter Receipts

The following capsule analysis of budget
receipts, by source, for the second quarter of fiscal
year 2007 supplements fiscal data reported in the
March issue of the “Treasury Bulletin.” At the time
of that issue’s release, not enough data were
available to analyze adequately collections for the
quarter.

Individual income taxes—Individual income tax
receipts, net of refunds, were $228.4 billion for the second
quarter of fiscal year 2007. This is an increase of $26.1
billion over the comparable prior year quarter. Withheld
receipts increased by $22.7 billion and non-withheld receipts
increased by $8.8 billion during this period. Refunds
increased by $5.4 billion over the comparable fiscal year
2006 quarter. There was a decrease of $0.7 billion in
accounting adjustments between individual income tax
receipts and the Social Security and Medicare trust funds
over the comparable quarter in fiscal year 2006.

Corporate income taxes—Net corporate income tax
receipts were $55.3 billion for the second quarter of fiscal
year 2007. This is an increase of $5.7 billion compared to
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the prior year second quarter. The $5.7 billion change is
comprised of an increase of $6.2 billion in estimated and
final payments, and an increase of $0.5 billion in corporate
refunds.

Employment taxes and contributions—Employment
taxes and contributions receipts for the second quarter of
fiscal year 2007 were $219.2 billion, an increase of $12.6
billion over the comparable prior year quarter. Receipts to
the Federal Old-Age and Survivors Insurance, Federal
Disability Insurance, and Federal Hospital Insurance trust
funds changed by $8.3 billion, $1.4 billion, and $2.9 billion
respectively. There was a $4.7 billion accounting adjustment
for prior years employment tax liabilities made in the second
quarter of fiscal year 2007, while there was a $4.0 billion
adjustment in the second quarter of fiscal year 2006.

Unemployment insurance—Unemployment insurance
receipts, net of refunds, for the second quarter of fiscal year
2007 were $5.8 billion, a decrease of $0.2 billion over the
comparable quarter of fiscal year 2006. Net State taxes
deposited in the U.S. Treasury decreased by $0.1 billion to
$4.4 billion. Net Federal Unemployment Tax Act taxes
decreased by $0.2 billion to $1.4 billion.
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Budget Results and Financing of the U.S. Government
and Second-Quarter Receipts by Source, con.

Contributions for other insurance and retirement—
Contributions for other retirement were $1.1 billion for the
second quarter of fiscal year 2007. This was a negligible
change from the comparable quarter of fiscal year 2006.

Excise taxes—Net excise tax receipts for the second
quarter of fiscal year 2007 were $13.6 billion, a decrease of
$3.7 billion over the comparable prior year quarter. Total
excise tax refunds for the quarter were $2.9 billion, an
increase of $2.4 billion over the comparable prior year
quarter.

Estate and gift taxes—Net estate and gift tax receipts
were $5.8 billion for the second quarter of fiscal year 2007.

These receipts represent a decrease of $1.8 billion over the
same quarter in fiscal year 2006.

Customs duties—Customs duties net of refunds were
$6.3 billion for the second quarter of fiscal year 2007. This
is an increase of $0.6 billion over the comparable prior year
quarter.

Miscellaneous receipts—Net miscellaneous receipts
for the second quarter of fiscal year 2007 were $12.0 billion,
an increase of $0.7 billion over the comparable prior year
quarter. This change is due in part to deposits of earnings by
Federal Reserve banks increasing by $0.2 billion.

Total On- and Off-Budget Results and Financing of the U.S. Government

[In millions of dollars. Source: “Monthly Treasury Statement of Receipts and Outlays of the United States Government”]

Second quarter Actual fiscal
Jan. - Mar. year to date 2007
Total on- and off-budget results:

TOtal TECRIPLS w.vvvvvervreirererrsrieieie s essessenens 547,364 1,120,892
ON-budget reCEIPLS .....uvvueerererireirieeeseeees 376,708 815,442
Off-budget reCeIPLS .....ceeerevereriireeeeeseeeees 170,657 305,451

TOtal QULIAYS. ... 725,395 1,379,323
On-budget OULIAYS.......cvevereerrrerrrieeesesiseieseenes 589,157 1,163,252
Off-budget OUtIaYS.........ocevvrerrirreceseens 136,239 216,072

Total surplus or defiCit (=) ......cveeereeeererrereirireireirereenn: -178,030 -258,431
On-budget surplus or deficit (=) ......covvrrerrreirerrninnns -212,449 -347,811
Off-budget surplus or deficit (=) ......vvrrrvrrrrrrrerrrinnes 34,418 89,379

Means of financing:

Borrowing from the public...........ccvenencninincneiieinns 152,189 210,857

Reduction of operating cash..........ccc.coevrrvnernirniinnnns 24,697 46,157

Other MEANS .....eevvveeeeeeveeesseesseseessessssss s 1144 1417
Total on- and off-budget financing............cocoveereenes 178,030 258,431

Second-Quarter Net Budget Receipts by Source, Fiscal Year 2007

[In billions of dollars. Source: “Monthly Treasury Statement of Receipts and Outlays of the United States Government”]

Total budget reCEIPLS ......vvurverrereereieieeeeeeieieene

Source Jan. Feb. Mar.

Individual iINCOME tAXES......coevriveirereiireieisieseeiesreseineas 154.5 38.4 354
Corporate income taxes............... 10.9 4.2 40.2
Employment and general retirement... 78.8 64.6 75.8
Unemployment inSUrance ...........c.cocreeernerneenennes 2.3 3.2 04
Contributions for other insurance and retirement.... 0.4 0.3 0.4
EXCISE TAXES c.vvvvvvecereereireerseieiees i 49 2.8 5.9
Estate and gift taxes . 2.3 14 2.0
Customs duties ......... 2.2 2.0 2.2
Miscellaneous receipts... 4.3 33 43
260.6 120.3 166.5

Note.—Detail may not add to totals due to independent rounding.

June 2007
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CHART FFO-A.—
Monthly Receipts and Outlays, 2006-2007

(In billions of dollars)
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CHART FFO-B.—
Budget Receipts by Source, Fiscal Year to Date, 2006-2007

(In billions of dollars)
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* Prior-year data are for the comparable year.
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FEDERAL FISCAL OPERATIONS

TABLE FFO-1.—Summary of Fiscal Operations

[In millions of dollars. Source: “Monthly Treasury Statement of Receipts and Outlays of the United States Government”]

15

Means of
financing
—net transactions
Total on-budget and off-budget results B?Hg\gzﬁiﬁm
On- Total On-budget ~ Off-budget Federal securities
budget Off-budget  Total On-budget Off-budget surplus or surplus or surplus or  Public debt
Fiscal year Total receipts  receipts receipts outlays outlays outlays deficit (-) deficit (-) deficit (-) securities
or month () @ ©) @ ©) (6) @ ©) © (10)
1,853,051 1,337,730 515,321 2,007,772 1,652,108 355,663 -154,721 -314,378 159,658 428,391
1,782,108 1,258,265 523,842 2,159,248 1,796,238 363,010 -377,140 -537,973 160,833 561,811
1,879,784 1,345,040 534,744 2,292,770 1,913,259 379,512 -412,986 -568,219 155,233 595,064
2,153,350 1,575,874 577,475 2,471,647 2,069,437 402,210 -318,298 -493,562 175,265 551,329
2,406,675 1,798,293 608,382 2,654,878 2,232,808 422,069 -248,202 -434,515 186,313 546,436
2,540,096 1,905,966 634,130 2,784,267 2,332,984 451,283 244,171 -427,018 182,847 556,588
2,662,474 1,988,389 674,085 2,901,861 2,439,334 462,527 -239,387 -450,945 211,558 568,284
164,563 109,056 55,507 249,843 205,985 43,859 -85,281 -96,929 11,648 98,353
315,090 250,561 64,529 196,249 155,917 40,332 118,841 94,643 24,197 -15,873
192,657 143,483 49,174 235,564 190,842 44,722 -42,907 -47,359 4,452 856
264,355 205,307 59,048 243,838 241,543 2,295 20,517 -36,236 56,753 62,706
159,761 113,796 45,965 192,925 151,165 41,760 -33,164 -37,368 4,204 25,833
153,878 107,135 46,743 218,595 179,843 38,752 -64,717 -72,708 7,991 69,194
283,298 230,596 52,702 227,135 180,757 46,378 56,162 49,839 6,324 -6,865
167,693 124,682 43,011 217,014 176,517 40,497 -49,321 -51,836 2,514 77,642
145,866 99,872 45994  r218,907 r173,720 45,187 r-73,042 r-73,849 807 47,812
r259,969 r214,180 45,789  r218,007 r 223,858 -5,851 r41,961 r-9,678 51,639 46,940
260,609 199,519 61,090 222,372 179,869 42,504 38,236 19,650 18,586 26,836
120,265 69,685 50,580 240,262 193,574 46,688 -119,996 -123,889 3,892 71,105
166,490 107,504 58,987 262,761 215,714 47,047 -96,270 -108,210 11,940 70,004
Fiscal year 2007 to date ... 1,120,892 815442 305451 1,379,323 1,163,252 216,072 -258,432 -347,812 89,378 340,339
Means of financing—net transactions, con.
Borrowing from the public-
Federal securities, con. Cash and monetary assets (deduct) Transaction